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CERTIFIED HAIL ' 

Dear Appl icant :  t 

We have considered your a p p l i c a t i o n  f o r  recdgni t ion  of exorpt  ion undrr f r?n 
f e d e r a l  income t a x  under s e c t i o n  501(c) ( 4 )  of t h e ,  I n t e r n a l  Revanue Coda, 

T ~ Q  informat ion submi t t ed ' ind i , - a tes  t h a t  xou were incorpora ted  * * * * *  **  
****,  u n d e r  t h e  laws of  * *  ************* ** *******   t o  becowe':a 
manaqemor:t a s s o c i a t i o n  i n  ':accordance w i t h  ******  **  ** * * * * ********** Code 
** * * * * * *  ,  a s  amended, f o r  t h e  managewei'~t, maintanance and care of common 
Elements i n  a condominium l o c a t e d  i n  ******  ******  ******* ,  

The a s s o c i a t i o n  s h a l l  have one c l a s s  o f  menbers and t h e  membersof t h e  
a s s o c i a t i o n  s h a l l  au tomat ica l ly  c o n s i s t  ot':. a l l  t h e  ovners  of a ~ccndominium 
u n i t  or u n i t s  a s  r e g i s t e r e d  w i t h  the a s s o c i a t i o n .  Voting a t  a11 meetings of 
tho a s s o c i a t i o n  s h a l l  be on a percentage b a s i s  and t h e  percidntage of vote  t o  
which each member is  e n t i t l e d  s h a l l  be,  t h e  Percentage Interest assigneE. t o  t h e  
u n i t  or u n i t s  owned by such member. 

The a s s o c i a t i o n  s h a l l  be managed by * * *   d i r e c t o r s  wi th  the i n i t i a l  board of 
d i r e c t o r s  c o n s i s t i n g  of ****** ** ***** ****** * * * ******  **** and *****  
****** . 

~ c t i v i t i e s  of y o u  o r g a n i z a t i o n  i:nclude g r a s s  c u t t i n g ,  snow removal, pub l ic  
u t i l i t i e s  ( g a s ,  e l e c t r i c ,  wa te r )  and bu i ld ing  e x t e r i o r  maintenance. 

Income t o  yoer organfzatieri  w i l l  be p r i m a r i l y  from r a n t s  and depos i t s .  
Expenses a r e  f o r  s u p p l i e s  and p r i n t i n g ,  insurance ,  p r o f e s s i o n a l  fees, snov 
removal, g r a s s  c u t t i n g ,  trash, u t i l i t i e s  and r e p a i r s .  

Sec t ion  501(c) ( 4 )  of the Code provides  f o r  t h e  exemption from federa l  income 
t a x  o f  civic leagues o r  o r g a n i z a t i o n s  not  organized <or  p r o f i t  h u t  operated 
e x c l u s i v e l y  f o r  t h e  promotion o f  s o c i a l  welfare .  

S e c t i o n  1.50llc) f 4 ) - l ( a )  ( 2 )  {11 of the  Income Tax Regulat ions  provides t h a t  an 
o r g a n i z a t i o n  is operated for t h e  promotion of s o c i a l  welfare  if i t  promotes, 
i n  some way, t h e  common good and genera l  welfare  of t h e  people  of t h e  
community. An o rgan iza t ion  desc r ibed  in t h i s  s e c t i o n  is one which is  operated 
for t h e  purpose of b r ing ing  about c i v i c  b e t t e r ~ e n t s  and s o c i a l  iwprovemonts. 



********** ***  

I n  Revenue Ruling 74-17, 1974-1, C.B., an o rgan iza t ion  was formed by u n i t  
owners of a condominium housing p r o j e c t  and was operated t o  provide t o r  t h e  
management, n~aintenance,  and ca r e  o f  t h e  common a r e a s  of t h e  project .  ~ t s  
income was from membership assessments and i ts  d i sbursenen ts  were operating 
expenses. The organ iza t ion  d i d  no t  q u a l i f y  f o r  exemption under s ec t i on  
5 0 1 ( c ) ( 4 )  because the  e s s e n t i a l  na tu r e  and s t r u c t u r e  of a  condominium system 
of ownership, t he  r i g h t s ,  d u t i e s ,  p r i v i l e g e s ,  and immunities of t h e  members of 
an a s soc i a t i on  of u n i t  owners d e r i v e  from, and a r e  e s t ab l i shed  by, s t a t u t o r y  
and c o n t r a c t u a l  provis ions  and a r e  i nex t r i c ab ly ,  and compulsorily t i e d  t o  t he  
owner's a cqu i s i t i on  and enjoyment of h i s  p roper ty  i n  tha  condoninium. 
Add i t i ona l l y ,  condominium ownership involves t he  ma in t enanc~  and care of 
common a r e a s  which n e c e s s a r i l y  c o n s t i t u t e s  t h e  p rov is ion  of p r iva te  bane f i t  
f o r  u n i t  ovners.  

Based on t h e  information s u b n i t t e d ,  we have determined t ha t  your o rgan iza t ion  
is ope ra t i ng  e s s e n t i a l l y  i n  t h e  same manner a s  t h e  o rgan iza t ion  described i n  
Revenue Ruling 74-17 and t h a r e f o r e  does not q u a l i f y  f o r  exemp&fon under 
s e c t i o n  501(c)  ( 4 )  and a r e  a t axab l e  e n t i t y .  

you a r e  requ i red  t o  f i l e  f e d e r a l  income t ax  r e tu rn s  on Form 1120. 

Sec t ion  528 of t h e  I n t e r n a l  Revenue Code d e a l s  with organizat ions  which a r e  
"homeowners' associa t ions" .  The term "homeowners1 assoc ia t ion"  f o r  purposes 
of t h i s  s e c t i o n  means ( a )  an o rgan iza t ion  which i s  a condominium manaaeaant 
a s s o c i a t i a n  or a  r e s i d e n t i a l  real e s t a t e  management a s soc i a t i on  if s~j t j t i  
o rg an i za t i on  i s  organized and operated t o  provide for the  acquis i t io f i ,  
cons t ruc t i on ,  aanagement , mainteaance and ca r e  of a s soc i a t i on  proper ty ,  (b) 
60% o r  more of the  g ross  income of such organ iza t ion  f o r  t h e  taxable year  
consists s o l e l y  of amounts rece ived  a s  membership dues, f e e s ,  o r  assessments 
from owners of r e s i d e n t i a l  u n i t s  cf a condominium management assoc ia t ion ,  (c )  
90% o r  more of t h e  expendi tu ras  of the o rgan iza t ion  a r e  expenditures f o r  the 
a c q u i s i t i o n ,  cans t ruc t ion  , management, maintenance, and c a r e  of assoc ia t ion  
proper ty ,  and id )  no pa r t  of t h e  n e t  ea rn ings  of such organizat ion i nu re s  
( o t h e r  than  by acquir ing,  cons t ruc t i ng ,  o r  providing management, maintenance, 
and c a r e  of assoc ia t ion  proper ty ,  and o t h e r  than by reba te  of excesa 
membership dues, f e e s ,  o r  a s s e saaen t s l  t o  t he  bene f i t  of any pr iva te  
sha r eho lde r  or ind iv idua l  and (e l  such organizat ior ,  e l e c t s  t o  have t h i s  
s e c t i o n  apply f o r  t h e  t axab l e  year .  

We a r e  enc los ing  a copy of Pub l i c a t i on  588 which provides information on 
s e c t i o n  528 i f  gou want t o  cons ide r  e l e c t i n g  t o  be covered by t h i s  provision 
of t h e  Code. 
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~f you d o  not accept our f ind irgb  regarding your exeapt s t a tuo  under section 
501 ( c )  ( 4 )  , w e  recommend t h a t  you request a conference w i t h  a momher of our 
Regional off i c ~ .  of AppeaPs. Your request  fo.r a cor.ference rhauld include a 
w r i t t e n  appeal g iv ing  t ho  facts, l 8 a ~ ? ,  and any o ther  information t o  support  
your pasition a s  explained i n  the  enclosed Publ ica t ion  892. You uiJ.1 then be 
con t ac t ed  to arrange a d a t e  f o r  a conference. The conferenae may La h e l d  at  
t h e  Regional o f f i c e  o r ,  i f  you  reques t ,  a t  any mutually cot~venient Distr ict  
Off i ce .  I f  w e  do not hear  from you, you w i l l  be represented by someone who is 
no t  one of your p r i n c i p a l  o f f i c e r s ,  t h a t  Person w i l l  need t o  f i l e  a goHet of 
a t t o r n e y  au tho r i za t i on  w i t h  us. 

I f  you do  not appeal t h i s  de te rmina t ion  within 30 days from the date of t h i s  
l e t t e r ,  as explained i n  t h e  enc losed  Publ ica t ion  892 ,  t h i s  l e t t e r  w i l l  become 
our  f i n a l  determinat ion on t h i s  matter.  

***  ***** 
D i s t r i c t  D i r ec to r  

Enc losures  : 
P u b l i c a t i o n  892, Pub l i c a t i on  588 


